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Executive Summary
Economic activity in the United States was expected to continue strongly during the second half of 2005, as noted by the 3.6% projected growth in Gross Domestic Product (GDP) during the fourth quarter. These projections were made prior to storm disruptions to Gulf of Mexico exports that joined forces with nine weeks of falling gasoline supplies in August 2005 , resulting in record-high gasoline prices. The long-term economic effect of storm disruptions on the U.S. economy is uncertain. The short-term effect on the U.S. economy will be lower growth than previously expected during the fourth quarter of 2005. The U.S. economy will likely expand at a slower rate in 2006 than predicted earlier in the year, according to 53 forecasters surveyed by the Federal Reserve Bank of Philadelphia. The predicted economic slowdown for 2006 could change if billions of dollars are pumped into the U.S. economy during the first quarter 2006 to rebuild the U.S. Gulf Coast. Prior to storm disruptions, forecasters expected year-over-year growth in real GDP to average 3.7% in 2005, up from their previous prediction of 3.4%. Measured on an annual-average basis, unemployment was expected to be 5.1% in 2005 . The forecasters were expecting a slight decline in the 2006 unemployment rate. The forecasters saw prices rising slightly higher this year and then lowering next year. With continued low mortgage rates, the expectation for continued strength in the housing sector remains high. If the value of the dollar declines and lumber prices rise, this should bolster U.S. lumber and paper products production and trade.
General Economic and Major Market Trends
The U.S. economy will grow at a fast rate during the second half of 2005, then slow slightly more in 2006 than predicted earlier in the year, according to 53 forecasters surveyed by the Federal Reserve Bank of Philadelphia (2005) . The forecasters expect real gross domestic product (GDP) to grow at an annual rate of 3.6% in the fourth quarter 2005 . Likewise, they expect year-over-year growth in real GDP to be 4.2% and 3.6% the third and fourth quarters of 2005. They project annual growth of 3.7% in 2005 then declining slightly to 3.4% in 2006. The expected economic growth for the fourth quarter of 2005 and expectations for 2006 could be altered negatively because of disruptions in the supply of gasoline from the Gulf of Mexico, home to about 25% of U.S. oil and natural gas production. Hurricanes Katrina and Rita hit in August and September-halting for an unknown time the movements of 95.2% of the region's daily oil output. The immediate effect has been a dramatic increase in the retail price of gasoline at the pump.
Measured on an annual-average basis, unemployment is expected to be 5.1% for 2005, and forecasters expect unemployment to drop to 4.9% in 2006.
Inflation as measured by the Consumer Price Index is expected to average 2.9% in 2005 and fall to 2.4% in 2006. On an annual-average over annual-average basis, inflation in the GDP price index is projected to remain around 2.5% over the next 5 years.
With a large forest resource and high production and consumption of wood products, the United States continues to play an important role in world forest product markets. The United States has the world's highest consumption of paper and paperboard (about 91 million metric tons in 2004), which is mostly supplied by domestic production and imports from Canada (AF&PA 2005) . The U.S. forest products industry annually harvests more than 475 million cubic meters of softwood and hardwood timber, manufacturing about 87 million cubic meters of lumber and 27 million cubic meters of structural panel products in 2004 (Howard, in preparation) .
New housing construction, which accounts for more than a third of U.S. annual consumption of softwood, sawn wood, and structural panels and substantial volumes of other softwood and hardwood products, remained high through 2004 and through the first half of 2005. Total housing starts increased 0.6% in July to a seasonally adjusted annual rate of 2,042,000 units. Three of four regions in the United States contributed to the July increase in housing starts. The largest increase of 9.1% was recorded in the Midwest (371,000 annual rate for July), followed by gains of 6.5% and 2.1% in the Northeast (196, 000) and West (495,000), respectively. Authorizations for building permits increased in July by 1.6% to a seasonally adjusted 2,167,000, a 32-year monthly high. Single-family starts totaled 1,008,100 through the first 7 months of 2005, a 5 In July, spending on private construction was at a seasonally adjusted $856.2 billion, 1.8% above the revised June estimate of $854.5 billion. Residential construction was $615.8 billion in July, 0.2% above the revised June estimate of $614.6 billion. Nonresidential construction was at a seasonally adjusted $240.4 billion in July, 0.2% above the revised June estimate of $239.9 billion. The National Association of Home Builders (NAHB 2005) • Industrial production-an important demand determinant for pallet lumber, containerboard, and some grades of paper-increased 4.2% in 2004, and second-quarter production was up after also posting gains early in the first quarter of 2005.
• Furniture and related products-a determinant of highgrade lumber production-decreased 1.8% in the first two quarters of 2005 compared with the 2004 average.
• Timber Products Production, Trade, and Consumption
Statistics and Prospects
Prospects for wood and wood products are shown in the 
Insulation Board
Information from the AF&PA (2005) showed that 2.7 million cubic meters of insulation board was produced in 2004, unchanged from 2003. Production of insulation board has been flat for several years, resulting in a stable level of apparent annual consumption of about 3.0 million cubic meters.
Fuelwood
Using data from the most recent Department of Energy survey (DOE 2005) and adjusting for the 2004 winter weather and a declining trend in fuelwood use per household, fuelwood consumption was estimated to be 43.6 million cubic meters in 2004, a increase of 1.7% from 2003. Households use most fuelwood for heating and aesthetic enjoyment. Industry uses mill residues rather than roundwood for fuel. A small portion of roundwood fuel is used for electric power production. Use for electric power is limited by the low cost of coal and natural gas alternatives. Because of the rising cost of coal and natural gas, fuelwood consumption for 2005 is estimated to be above the 2004 level.
Recent trends in the wholesale price of forest products are different across two broad categories: lumber and wood products (such as lumber and wood-based panels) and pulp and paper products (Fig. 1) . Throughout the late 1990s, the producer price of lumber and wood products as reflected by the producer price index (PPI) continued to fluctuate around a level reached by the mid-1990s before peaking during the second half of 1999. The PPI for lumber and wood products has continued to increase during the first half of 2004, peaking in the third quarter, after a brief decline during the second quarter. Changes in the price of softwood lumber accounted for much of this change and most of the volatility in the index. In 1999, the deflated composite price index reached an all-time high (at a level more than 50% higher than that of the base year, 1982), followed immediately by a sustained decline that continued throughout 2000 and into 2004. The PPI reached its lowest level in 5 years during this period. In spite of these sustained low prices, U.S. demand for lumber and wood products during 2000 and into 2005 remained near record levels. In contrast, the PPI of prices in the pulp and paper sector has exhibited considerably less Pulp, paper, and allied products (excluding building paper) Lumber and wood products short-term volatility. The period of declining prices from the previous peak (1994) (1995) ended in 1997, and by early 1998 the composite index had reached the level of the mid1990s. In deflated terms, the composite index has had little volatility and a flat to declining trend.
Summary of Timber Products
Economic activity in the United States was strong during the first three quarters of 2005, as evidenced by the predicted year-over-year growth of 3.7%, signaling continued strength in major sectors of the economy. Although GDP growth slowed during the second half of 2005, a number of factors, such as a strong housing sector and favorable monetary policy, are likely to continue to boost activity as the economy moves through the second half of the year. With continued low mortgage rates, the expectation for continued strength in the housing sector is high. The future strength for other domestic and foreign trade sectors of the wood products industry depends on future lumber prices, which have been strong so far this year, and the value of the dollar. A decline in the value of the dollar should bolster U.S. wood and paper products exports. The rebuilding following hurricane Katrina could provide a boost to the wood sector.
Policy Initiatives Forest Certification
The private sector is advancing certification to provide a market-based approach to improving forest management. Certification is the process through which some entity evaluates the management practices of a particular forest property or company and assures markets and consumers that it meets their standards for a well-managed forest. This certification can be awarded by a neutral and independent third party or by a second-party program that enables an organization to endorse the practices of its affiliate or achieve a certain management standard as a condition of membership in the organization. Several certification systems operate in the United States and are a mix of for-profit, nonprofit, third-party, and second-party organizations. One estimate indicates that almost 17% of timber lands in the United States were enrolled in one of the five major certification programs in spring 1999, with that number growing to almost 30% by summer 2002. Large private industrial holdings make up most of the certified properties. The State forests are the predominant group among public sector enrollees; small nonindustrial private forest owners constitute the smallest share, although that group owns the largest share of forest lands. 
Forest Stewardship Council
Founded in 1993, the FSC (www.fsc.org) certifies almost 15 million acres (6.1 million hectares) in the United States. Over the past 10 years, 42 million hectares in more than 60 countries have been certified according to FSC standards. Several thousand products are produced using FSC-certified wood and carry the FSC trademark. The FSC operates through its network of National Initiatives in more than 30 countries. The FSC is an independent, not-for-profit, nongovernmental organization based in Bonn, Germany, that provides standard setting, trademark assurance, and accreditation services for companies and organizations interested in responsible forestry. Among certifiers, FSC is unique because for years it has provided participants with a chain of custody certification.
American Tree Farm System
Certification of tree farms through the ATFS, under the oversight of the American Forest Foundation, is the oldest and largest voluntary third-party verification process in the United States. The ATFS has been certifying the practice of sustainable forestry since 1941. Currently, ATFS has 33 million acres (13 million hectares) of privately owned forestland and 51,000 family forest owners, in 46 states, committed to excellence in forest stewardship. The ATFS certifies 12 million acres (5 million hectares).
The ATFS has modernized its standards and guidelines for tree farm certification to address contemporary benchmarks for sustainability. It established minimum education and experience requirements for certifying foresters and forest technicians, and it developed a national standardized training curriculum for its inspectors.
Newly developed by ATFS, Group Certification is a thirdparty auditing process for evaluating groups of landowners and certifying their well managed forests under a single certificate held by the group organization.
ISO 14001
The ISO was formed in 1947. It promotes worldwide standards, international consistency, and world trade. The ISO 14000 standards were developed to support the objective of sustainable development discussed at the 1992 Earth Summit of the United Nations Conference on Environment and Development. The ISO 14001, adopted in 1996, does not establish performance requirements or specific criteria that define sustainable forestry. Rather, the ISO standard establishes a system for auditing, monitoring, and improving environmental performance within a company to determine if the organization is achieving its stated environmental policies and objectives. It also allows organizations to selfdeclare (first-party) that they are conforming to standards, although it does not preclude organizations from obtaining third-party registration of an Environmental Management System (EMS). Because it is not a labeling program, no chain-of-custody certification is conducted. The American National Standards Institute also approves the ISO 14001. About 1.3 million acres (527,000 hectares) are enrolled in ISO 14001. Under requirements of the 2005 National Forest Management Act Planning Regulations, the scope of the implementation of ISO 14001 EMS in the USDA Forest Service provides the policy mandates for the Forest Service to implement EMS on National Forest Units (www.iso.ch/ iso/en/isoonline.frontpage).
Green Tag Forestry
Green Tag Forestry is a third-party certification system that was developed by the National Forestry Association in cooperation with the Association of Consulting Foresters and the National Woodland Owners Association. It is national in scope and the only program intended solely for use by private forest landowners. A Green Tag forest is woodland whose stewardship has been certified as incorporating good forestry practices to assure a balance of natural diversity and sustainable forest productivity. Green Tag certification is available in all 50 states. The program provides recognition to landowners who practice responsible and sustainable woodland stewardship. This recognition may bring a market premium as a "green-certified" forest product. Certified woodland owners are awarded a certificate and may display a Green Tag sign and Green Tag labels on products produced from the certified property. Green Tag certification comprises about 66,000 acres (27,000 hectares) in 12 states (www.greentag.org).
Industry Competitiveness
Economic globalization has had a permeating influence on the U.S. economy since the early 1990s, and thus a permeating influence on the U.S. forest sector as well. With liberalized trade policies and a strong U.S. economy in the 1990s, the value of the U.S. dollar soared from 1996 to 2002. The United States was clearly the global engine of economic growth in the 1990s, more than doubling the value of imported goods (from less than $0.5 trillion dollars in 1990
to an average of $1.2 trillion dollars each year from 2000 to 2004), creating the largest merchandise trade deficit in history ($549 billion dollars in 2003, a five-fold expansion since 1992). The flood of competitive goods from overseas reduced output and profits for U.S. manufacturers, resulting in consolidation, downsizing, and other structural changes in the forest sector as well as all manufacturing.
The forest sector broadly subtends a spectrum of enterprises and activities ranging from forestry and forest management to forest products industries and other forest-dependent business enterprises. In the United States, the forest sector encompasses both public and privately owned forest lands, from which wood raw materials are harvested to produce forest products. Primary forest product industries include pulp, paper, and paperboard, and the so-called 'solid-wood' industries, including lumber, particleboard, plywood, veneer, posts, poles, and other wood products. A number of large secondary industries or other economic sectors depend heavily on primary forest products, such as the shipping and warehousing sector-dependent on corrugated boxes, shipping containers, and wooden pallets; the publication and print advertising sector-dependent on newsprint and printing paper; the housing and construction sector-dependent on softwood and hardwood lumber, particleboard, and plywood; and the furniture sector-dependent on hardwood lumber, veneer, and particleboard. In general, globalization and consolidation have affected industries with market exposure to international trade, or where structural change in the overall economy affects domestic demands for products. 
Trade and Tariff and Non-Tariff Barriers
The United States has identified a number of trade practices that have created substantial barriers to trade in wood products. Persistent market access barriers in the wood sector are combined with high and unbalanced tariffs that significantly impair the competitiveness of the U.S. forest products industry.
U.S. tariffs on imports of wood products are at or near zero, with only a few wood product categories subject to higher rates. These higher rates apply to a limited number of wood products, and even then, apply to only a limited number of countries, since most countries are eligible for treatment under the Generalized System of Preferences or other trade agreements.
In addition to direct tariff measures, certification, codes and standards, subsidies, and phytosanitary measures can all serve as non-tariff trade barriers.
The U.S. Government has been working closely with the U.S. wood products industry to ensure full implementation of the 1990 U.S.-Japan Wood Products Agreement designed to open the Japanese wood market. Through regular consultations between the U.S. and Japanese governments and consistent U.S. industry pressure and technical exchanges, some progress has been made in the areas of standards, regulations, and product certification. Serious obstacles remain to increased value-added exports because of high tariffs that deny U.S. producers fair and open access to the Japanese market.
Japanese opposition to the elimination of wood tariffs continues to undermine U.S. efforts to achieve the elimination of wood product tariffs on a sectoral basis under the World Trade Organization (WTO). Japan's unwillingness to make even modest steps toward liberalization in this area has effectively left market access barriers in place that affect exporters in many other countries as well. Japan is also one of several countries that are strong proponents of multifunctionality, arguing that non-trade concerns, or the multifunctionality of their agricultural interests, justifies the maintenance of agricultural subsidies and relatively high levels of border protection. Japan, along with others, has employed this argument to pursue non-trade objectives such as strengthening the socioeconomic viability and development of rural areas, food security, and environmental protection.
The Japanese government is in the process of establishing a certification and labeling scheme for forest products. According to a report recently issued by Japan's Ministry of Agriculture, Forestry and Fisheries (MAFF 2004) , the scheme is expected to contribute to the revitalization of the domestic forest products industry. It is believed that the use of a label will serve to promote domestic forest products as being environmentally sound. An agency within the Japanese government is expected to be responsible for the development of any new scheme, despite the fact that the official government stance is to avoid direct involvement in this issue. 
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